Historic,  archived  document 

Do  not  assume  content  reflects  current 
scientific  knowledge,  policies,  or  practices 


Circular  No.  794 


July  1948    •    Washington,  D.  C. 

UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 


Delivery  Notices  in  Cotton  Futures  Markets 


By  Ronald  C.  Callander,  Assistant  Chief, 

Trading  and  Reports  Division, 

Commodity  Exchange  Authority 

CONTENTS 


Page 

Delivery    notices 1 

Mechanics  of  transferring  notices-  3 

Steps  in  notice  circulation 3 

Imperfections  in  the  present  sys- 
tem of  transferring  notices 8 

Traders  "stuck"  with  notices 8 

Clearing    members    "stuck"    with 

notices 9 

Clearing  members  forced  to  absorb 

costs 10 

Clearing-house  records  not  current-  12 


Notice  transfers  and  price.  fluctua-Pa«« 
tions . 13 

Notice  transfers  and  trading  in  the 
delivery  period 13 

Restricted  orders  and  their  effects-     13 

Why  notice  transfers  may  depress 
prices 14 

Transfer  feature  induces  patterns 
of  trading 15 

Should  the  transfer  of  delivery  no- 
tices be  prohibited? 16 


DELIVERY  NOTICES 

The  delivery  of  cotton  in  settlement  of  futures  contracts  is  an  im- 
portant part  of  the  cotton  futures  trading  system.  The  right  of  the 
seller  to  give  "notice"  and  make  delivery  of  actual  cotton,  and  the 
right  of  the  purchaser  to  require  delivery,  are  fundamental  in  main- 
taining balance  between  spot  and  futures  prices. 

Broadly  speaking,  if  the  price  of  the  maturing  future  is  too  high, 
as  compared  with  spot  prices  in  the  delivery  month,  traders  will  de- 
liver cotton  on  futures  contracts.  If  the  maturing  future  is  priced 
below  prevailing  spot  values,  futures  will  be  bought  and  delivery 
taken.  In  either  case,  the  effect  is  to  bring  futures  and  spots  together. 
The  right  of  conversion  of  futures  contracts  into  actual  cotton  during 
the  delivery  period  is  the  basic  tie-up  between  the  two. 

Every  futures  contract  contemplates  delivery.  This  feature  in- 
creases in  importance  as  a  price  factor  as  the  delivery  period  ap- 
proaches, when  all  short  positions  must  be  covered  or  deliveries  made. 
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This  is  a  critical  time  in  the  life  of  the  maturing  future;  everyone  in 
that  future  must  trade  out  his  position  in  a  short  time — or  be  prepared 
to  make,  or  receive,  delivery  of  actual  cotton. 

The  delivery  period  begins  on  the  first  business  day  of  the  month 
in  which  the  future  matures,  and  by  exchange  rule  ends  seven  business 
days  before  the  end  of  the  month.  For  example,  the  delivery  period 
for  the  May  future  begins  on  the  first  business  day  and  ends  seven 
business  days  before  the  end  of  May. 

There  are  two  basic  stages  in  the  delivery  process. 

The  first  is  the  issuance  of  the  "notice  of  delivery,"  five  business 
days  prior  to  the  actual  delivery.  This  is  a  document  issued  by  a 
clearing  member,  on  behalf  of  a  short,  giving  notice  that  a  short 
futures  contract  will  be  settled  by  the  delivery  of  actual  cotton.  The 
notice  is  given  to  the  clearing  association,1  which  assigns  it  to  a  clear- 
ing member,2  whose  position  in  the  maturing  future  is  long.  This 
long  position  may  be  held  for  the  account  of  a  customer  or  for  the 
clearing  member's  own  account. 

The  second  and  final  stage,  completing  the  delivery  process  occurs 
five  business  days  after  the  issuance  of  the  notice.  At  this  time  the 
clearing  member  who  issued  the  notice  presents  negotiable  warehouse 
receipts  to  the  clearing  member  who  accepted  the  notice.  Upon  pay- 
ment, the  delivery  is  completed. 

The  notice  of  delivery  must  be  presented  to  the  clearing  association 
by  a  broker  or  brokerage  house  which  is  a  clearing  member  of  the 
exchange.  Traders  themselves  do  not  issue  and  execute  notices,  nor 
do  they  handle  the  subsequent  delivery  documents.3  Of  course,  brok- 
ers who  are  clearing  members  may  themselves  issue  notices  for  their 
own  account,  but  these  also  go  through  the  clearing  house  for  assign- 
ment to  other  clearing  members,  and  thence  to  traders  who  receive 
them.  The  mechanics  of  issuing,  transferring,  and  receiving  notices 
are  in  the  hands  of  clearing  members.  However,  in  this  circular  the 
terms  "long"  or  "short,"  or  "buyer"  or  "seller,"  as  generally  used,  may 
refer  to  either  the  clearing  member  or  the  customer. 

Under  the  system  adopted  by  the  New  York  Cotton  Exchange,  the 
notice  of  deliveiy  is  transferred  directly  from  one  clearing  member 
to  another  within  one  trading  session,  but  must  be  stopped  by  the 
close  of  the  trading  session  during  which  it  was  issued.  This  right 
to  transfer  notices  during  the  trading  session  gives  rise  to  the  com- 
monly used  term  "transferable  notices." 

This  study  is  an  analysis  of  the  transferable-notice  system  as  em- 
ployed by  the  New  York  Cotton  Exchange,  with  emphasis  upon  the 
problems  that  have  developed  through  the  use  of  the  transfer  provision 
in  delivery  notices. 

1  An  exception  to  this  procedure  is  that  on  the  last  trading  day  of  an  expiring 
future,  a  notice  may  be  issued  by  a  seller  directly  to  a  buyer  without  its  passing 
through  the  clearing  association. 

2  Notices  are  apportioned  by  the  New  York  Clearing  Association  to  clearing 
members  who  are  long  in  the  market  in  accordance  with  the  size  of  the  net  long 
open  interest  held  by  each  member. 

'Except  by  special  arrangement  with  a  clearing  member,  who,  however,  re- 
mains responsible  for  the  delivery. 
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MECHANICS  OF  TRANSFERRING  NOTICES 

In  giving  notice  of  delivery,  the  seller  issues  a  separate  notice  for 
each  futures  contract  on  which  delivery  is  to  be  made.  Thus,  a  de- 
livery notice  on  the  New  York  Cotton  Exchange  states  that  50,000 
pounds  of  cotton  4  contained  in  100  bales,  more  or  less,  will  be  delivered. 

A  notice  must  be  in  the  hands  of  the  clearing  house  by  9 :  59  a.  m., 
1  minute  before  the  opening  of  trading,  except  that  on  the  last  trading- 
day  of  a  maturing  future  a  notice  may  be  issued  not  later  than 
12 :  30  p.  m. 

The  time  limits  prescribed  by  the  exchange  on  transfers  of  notices 
provide  that  a  notice  received  by  a  member  not  later  than  9 :  59  a.  m. 
may  be  transferred  to  another  member  any  time  until  11  a.  m. 

Notices  received  between  9  :  59  a.  m.  and  11  a.  m.  must  be  transferred 
within  an  hour  from  their  receipt,  but  not  later  than  11 :  30  a.  m. 
Notices  received  at  11  a.  m.  or  later  must  be  transferred  within  one- 
half  hour  of  their  receipt,  and  transfers  may  continue  until  the  close 
of  the  market  at  3  p.  m.,  at  which  time  the  person  holding  a  notice 
must  accept,  or  "stop"  it.  An  exception  to  these  time  requirements 
is  made  on  the  last  trading  day  of  the  maturing  future,  when  a  notice 
may  be  transferred  by  clearing  members  until  12  midnight. 

A  "transfer"  of  a  notice  can  be  made  in  only  one  way,  and  that  is 
after  a  sale  which  liquidates  a  long  position  against  which  a  notice 
has  been  tendered.  Thus,  a  transfer  is  always  preceded  by  a  liquidat- 
ing sale.  There  are  other  ways  in  which  a  notice  may  circulate  in  the 
market  which  are  not  actually  transfers,  since  a  liquidating  sale  did 
not  precede  the  passing  on  of  the  notice. 

STEPS  IN  NOTICE  CIRCULATION 

From  its  issuance  to  its  acceptance  a  notice  may  pass  through  as 
many  as  seven  different  steps.  It  may  not  circulate  through  all  of 
these  seven  steps  and  it  may  pass  through  certain  of  the  steps  more 
than  once.  These  steps  are  not  meant  to  show  the  necessary  sequence 
of  movement  but  are  described  to  show  the  various  processes  through 
which  a  notice  may  pass  before  its  final  acceptance  by  the  long  taking 
delivery. 

The  first  step  is  the  issuance  of  a  notice  by  a  short  to  the  clearing 
association  within  prescribed  time  limits. 

The  second  step,  after  the  clearing  association  gets  a  notice  from 
a  clearing  member  acting  for  a  short,  is  the  assignment  of  the  notice 
to  a  clearing  member  who  is  long  on  the  records  of  tne  clearing  asso- 
ciation. 

The  third  step  is  the  receipt  of  the  notice  from  the  clearing  associa- 
tion by  the  long,  who  thereupon  has  the  option  of  stopping  or  of  trans- 
ferring the  notice.  If  such  a  long  stops  the  notice,  the  procedure  of 
issuing  and  stopping  the  notice  is  completed  by  this  third  step.  There 
is  no  further  movement  of  the  notice  and  no  transfer  occurs;  it  was 

*  A  tolerance  of  1  percent  in  weight  is  allowed  the  tenderer  on  delivery. 
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issued  by  a  short  and  stopped  by  a  long,  through  the  intermediary  of 
the  clearing  association.  Five  business  days  later  the  short  delivers 
the  cotton  to  the  long  and  their  contracts  are  thereby  completed. 

If  the  long  decides  not  to  stop  the  notice,  the  fourth  step  is  required. 
The  only  way  he  may  avoid  stopping  a  notice  received  against  his  long 
position  is  to  sell  out  this  position.  The  liquidating  sale  of  the  long 
position  constitutes  the  fourth  step.  This  sale  may  be  made  after 
receipt  of  the  notice,  or  may  have  been  made  before  the  receipt  of  the 
notice  in  anticipation  of  its  receipt.  In  either  case  it  is  by  means  of 
this  sale  that  the  liquidating  long  is  permitted  to  transfer  the  notice 
within  given  time  limits. 

The  fifth  step  is  the  transfer  of  the  notice  as  a  result  of  the  liquidat- 
ing sale  described  in  the  fourth  step.  The  long  endorses  and  transfers 
the  notice  directly  to  the  buyer. 

If  the  buyer  receiving  the  notice  stops  it,  there  is  no  further  move- 
ment of  the  notice.  The  issuance  and  stopping  of  the  notice  is  there- 
fore completed  in  the  five  steps  so  far  described,  with  one  transfer 
involved. 

If  the  buyer  who  receives  the  notice  under  the  fifth  step  has  a  long 
position  with  the  clearing  association  and  wishes  to  transfer  the  notice 
he  can  do  so  only  by  making  a  liquidating  sale  and  repeating  the 
process  described  in  step  No.  4.  If,  however,  the  purchase  which  re- 
sulted in  this  buyer's  receiving  delivery  under  step  No.  5  was  made 
for  the  purpose  of  covering  a  short  position  the  buyer  must  use  a 
different  process  to  relieve  himself  of  the  notice. 

This  action  constitutes  the  sixth  step.  It  occurs  when  the  short, 
upon  receiving  the  notice  as  a  result  of  his  covering  purchase,  returns 
the  notice  to  the  clearing  association.  He  does  this  because  he  has 
already  covered  his  position  by  means  of  his  offsetting  purchase.  The 
return  of  the  notice  under  these  circumstances  to  the  clearing  asso- 
ciation is  not  considered  as  a  transfer,  but  is  subject  to  the  time  limits 
applying  to  the  passing  of  notices. 

The  clearing  association,  upon  receiving  a  notice  back  from  a  short, 
takes  the  seventh  step;  it  reassigns  the  notice  to  another  long  upon  its 
records,  whereupon  the  procedure  described  in  steps  Nos.  2  to  7  will 
start  over  again. 

From  the  above  description  of  the  various  ways  a  notice  may  circu- 
late in  the  market,  steps  Nos.  4  and  5  illustrate  how  a  transfer  takes 
place. 

Table  1,  on  pages  5-7,  is  a  recapitulation  of  delivery  notices  issued 
on  the  New  York  Cotton  Exchange  for  a  period  of  10  years  beginning 
with  the  1938  March  future  and  ending  with  the  1947  December  future. 
The  table  also  shows  how  frequently  notices  were  transferred.  In  this 
period  9,479  notices  were  issued,  of  which  5,937,  or  62.6  percent,  were 
stopped  without  transfer;  1,655  notices,  or  17.5  percent,  were  stopped 
with  one  transfer ;  763,  or  8  percent,  were  stopped  with  two  transfers, 
and  so  on  to  the  point  where,  in  two  instances,  notices  were  transferred 
as  many  as  18  times. 
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IMPERFECTIONS  IN  THE  PRESENT  SYSTEM  OF 
TRANSFERRING  NOTICES 

Certain  imperfections  in  the  notice  system  on  the  New  York  Cotton 
Exchange  5  have  developed  which  are  attributable  to  the  transfer 
provision.    Four  of  these  are  considered  in  detail,  as  follows : 

1.  Traders  may  be  forced  to  stop  delivery  notices  after  their  long 
positions  have  been  liquidated. 

2.  Traders  having  no  long  positions  may  be  forced  to  accept  delivery 
as  the  result  of  purchases  made  to  cover  a  short  position. 

3.  The  transfer  provision  of  a  notice  does  not  permit  the  clearing 
association  to  keep  current  with  trading  in  connection  with  transfers 
of  notices. 

4.  Traders  remaining  in  an  expiring  future,  whose  intent  is  to  avoid 
the  receipt  of  cotton  in  settlement  of  their  contracts,  at  times  cause 
erratic  price  fluctuations  in  a  maturing  future. 

(1)  Traders  may  be  forced  to  stop  delivery  notices  after  their  long 
positions  have  been  liquidated. — A  trader  who  is  long  in  the  maturing 
future  at  the  beginning  of  a  trading  session  may  sell  out  his  long 
position  early  in  the  session,  but  still  be  assigned  a  delivery  notice  by 
the  clearing  association  at  any  time  during  the  same  trading  session. 
If  the  trader  receives  this  notice  very  shortly  before  the  3  p.  m.  closing 
time  he  may  not  have  sufficient  time  to  transfer  it  to  the  other  trader 
to  whom  he  earlier  sold,  with  the  result  that  he  must  stop  the  notice 
and  accept  delivery  even  though  he  has  no  market  position. 

A  similar  situation  may  occur  in  the  case  of  a  trader  who  remains 
long  in  the  market  with  the  intention  of  selling  out  immediately  upon 
receipt  of  a  notice.  If  this  trader  receives  his  notice  late  in  the  trad- 
ing session  he  may  find  that  after  he  has  made  his  liquidating  sale  he 
is  unable  to  transfer  the  notice  within  the  established  time  limitation. 

(2)  Traders  having  no  long  position  may  be  forced  to  accept 
delivery  as  the  result  of  purchases  made  to  cover  a  short  position. — A 
trader  who  is  short  in  the  maturing  future,  and  makes  a  purchase  to 
cover  his  short  position,  may  be  handed  a  notice  by  the  trader  from 
whom  he  buys.  When  this  occurs  so  near  3  p.  m.  that  there  is  not  time 
to  return  the  notice  to  the  clearing  association  the  trader  must  assume 
ownership  of  the  cotton  at  least  overnight,  despite  the  fact  that  he  at 
no  time  had  a  long  market  position. 

TRADERS  "STUCK"  WITH  NOTICES 

There  are  many  instances  in  the  records  of  the  New  York  Cotton 
Exchange  of  traders  being  forced  to  stop  notices  after  having  liqui- 
dated their  loug  positions  or  as  a  result  of  covering  their  short  posi- 
tions. Such  instances  are  known  in  the  cotton  trade  as  being  "stuck" 
with  a  notice. 

As  the  term  "stuck"  implies,  certain  costs  are  incurred  when  a  clear- 
ing member  is  forced  to  stop  a  notice.    In  the  first  place,  there  are 

5  Although  this  paper  relates  mainly  to  delivery  practices  on  the  New  York 
Cotton  Exchange,  similar  conditions,  with  certain  exceptions  and  variations, 
exist  on  the  New  Orleans  Cotton  Exchange.    See  addendum,  p.  17. 
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service  charges  for  stopping  a  notice  and  receiving  the  subsequent 
delivery  of  cotton.  These  are  specified  in  rule  3.05  (1)  of  the  New 
York  Cotton  Exchange.  Secondly,  there  are  certain  costs  and  risks 
involved  in  receiving  the  delivery  of  cotton.  These  involve  the  possi- 
bility of  changing  premiums  or  discounts  for  grade  and  staple,  the 
cost  of  storage,  insurance,  and  interest,  and  the  possible  costs  for  loss 
in  weight,  for  over-age  certificated  cotton,  and  for  the  review  of  the 
grade  and  staple. 

In  view  of  these  risks,  it  is  to  the  interest  of  the  clearing  member 
and  his  customer  to  reissue  the  notice  as  soon  as  possible  after  being 
"stuck"  with  it.  This  is  done  usually  on  the  next  notice  day  so  that  the 
risks  as  outlined  are  held  to  a  minimum. 

No  additional  sale  by  the  trader  "stuck"  with  a  notice  is  necessary. 
in  order  to  reissue  a  notice  the  next  notice  day.  This  is  accomplished 
through  the  accounting  procedure  of  the  clearing  association.  A  long 
who  is  "stuck"  with  a  notice  clears  in  the  following  way :  He  reports 
to  the  clearing  association  his  previous  sale  (which  was  originally 
intended  to  liquidate  his  long  position  before  he  was  "stuck"  with  a 
notice)  with  a  notation  to  the  effect  that  he  stopped  a  notice.  This 
acceptance  or  stopping  of  a  notice  in  effect  liquidates  the  long  position, 
which  he  already  had,  leaving  him  with  a  short  position  set  up  by  his 
sale.    The  notice  is  reissued  against  his  short  position  the  next  day. 

In  the  case  of  the  short  who  is  "stuck"  with  a  notice,  the  short  reports 
to  the  clearing  association  his  purchase  (which  was  originally  intended 
to  cover  his  short  position  before  he  was  "stuck"  with  a  notice)  and  the 
fact  that  he  stopped  a  notice.  The  notice  is  applied  against  the  pur- 
chase, which  liquidates  it,  leaving  him  with  his  short  position.  The 
notice  is  reissued  against  this  short  position  the  next  day. 

CLEARING  MEMBERS  "STUCK"  WITH  NOTICES 

Clearing  members  who  are  "stuck"  with  notices  for  the  accounts  of 
customers  find  themselves  in  an  awkward  position  in  justifying  the 
costs  and  risks  which  accrue.  It  is  particularly  difficult  to  explain 
such  charges  to  a  customer  who  has  at  no  time  been  long  in  the  matur- 
ing future  but  who,  nonetheless,  is  forced  to  stop  a  notice  and  accept 
delivery.  An  illustration  of  a  clearing  member's  embarrassment  in 
such  a  situation  is  afforded  by  the  following  correspondence : 

Letter  from  clearing  member  to  customer : 

We  regret  exceedingly  yesterday's  occurrence,  which  resulted  in  our  receiving, 
for  your  account,  a  Transfer  Notice  against  1  Contract  July  Cotton  bought 
against  1  Contract  October  Cotton  Sold. 

While  it  would  appear  that  having  bought  in  your  short  July  and  sold  an 
October  against  it,  you  no  longer  had  a  market  position  in  the  July  option,  we  are 
forced  to  invite  your  attention  to  the  fact  that  on  notice  days  and  on  transfers, 
such  as  made  for  your  account,  you  do  not  cancel  your  Clearing  House  position 
until  the  trades  have  actually  cleared. 

Therefore,  because  of  yesterday's  transactions,  you  were  in  the  peculiar  posi 
tion  of  being  "short"  1  July  in  the  Clearing  House  and  "long"  1  July,  which 
could  not  be  cleared  until  last  night.  This  created  the  risk,  which  resulted  in  our 
receiving  a  "Notice  of  intent  to  Deliver"  at  2:57  P.  M.,  and  our  inability  to 
present  that  notice  for  transfer  to  the  Clearing  House  of  the  New  York  Cotton 
Exchange  before  3  :  00  P.  M.  In  this  respect,  please  note  that  the  Clearing  House, 
as  such  cannot  be  "stuck"  with  the  notice.    Therefore,  the  man  who  receives  the 

795263° — 48 2 


10  CIRCULAR    794,    U.    S.   DEPARTMENT   OF   AGRICULTURE 

notice  up  to  three  o'clock  has  no  recourse  but  to  accept  it  and  re-tender  it  at 
some  subsequent  date.  Another  risk  attaches  here  in  that  completing  your 
"long"  contract  purchased  yesterday,  you  will  be  forced  to  accept  delivery  of 
the  actual  cotton  and  re-tender  it  against  your  old  "short"  July.  In  doing  this,  a 
further  risk  is  involved,  and  that  is  of  review.  You  have,  as  you  doubtless  are 
aware,  the  privilege  of  appealing  against  the  Government's  findings  as  to  grade 
and  staple,  if  such  a  review  had  not  previously  been  held.  Inasmuch  as  this 
cotton  had  not  been  reviewed,  we  deemed  it  necessary  to  review  it  for  protection, 
rather  than  run  the  risk  of  having  any  of  it  rejected  on  some  subsequent  review. 
Should  a  rejection  occur,  replacements  in  the  identical  warehouse  would  be 
almost  impossible  to  purchase.     The  cost  of  this  review  is  30  cents  per  bale. 

There  have  been,  in  the  past  few  years,  quite  a  few  cases  similar  to  yours  and 
while  the  Exchange  authorities  feel  kindly  disposed,  they  find  themselves  unable 
to  relieve  clients  who  acted  as  you  did  yesterday,  for  the  reason  mentioned 
above,  that  you  do  not  automatically  cancel  the  "short"  July  by  the  purchase  of 
a  "long"  July  because  the  "short"  July  contract  was  already  in  the  Clearing 
House  and  the  "long"  July  contract  could  not  be  cleared  until  last  night. 

If  you  wish  us  to  go  further  in  securing  an  official  ruling  for  you,  we  shall 
be  glad  to  do  so. 

For  your  information,  we  have  issued  today  one  notice — cotton  to  be  delivered 
July  3rd — and  you  will  be  advised  of  the  cost  of  this  operation  when  completed. 

Reply  from  customer  to  clearing  member : 

We  have  your  letter  of  the  27th  and  confirm  our  telegram  this  morning  in 
which  we  advised  that  we  cannot  assume  responsibility,  etc. 

We  have  discussed  the  matter  with  several  of  the  larger  handlers  here,  and  they 
all  feel  as  we  do.  We  had  no  long  interest  in  July  and  never  had  the  slightest 
intention  of  taking  delivery  on  July. 

While  we  have  not  given  the  matter  enough  study  to  express  a  technical 
opinion,  it  looks  on  the  face  of  it  that  you  should  have  had  one-half  hour  after 
the  receipt  of  notice  in  which  to  transfer  it,  and  if  you  did  not  have  sufficient 
time  before  the  close,  you  should  not  have  executed  the  order  that  day.  Your 
telegram  reporting  the  execution  was  timed   (Dallas  time) — 1:55  p.  m. 

CLEARING  MEMBERS  FORCED  TO  ABSORB  COSTS 

Rather  than  endanger  their  relations  with  their  customers  the  clear- 
ing members  sometimes  endeavor  to  relieve  the  customers  of  such 
charges  and  absorb  them  themselves.  Rule  3.05  (2)  of  the  New  York 
Cotton  Exchange  prohibits  the  absorption  of  service  charges,  and  it 
is  therefore  necessary  to  obtain  special  permission  from  the  Warehouse 
and  Delivery  Committee.  This  committee  apparently  has  recognized 
the  inequities  arising  from  the  transferable  feature  of  the  delivery 
notices  and  has,  on  occasion,  permitted  the  costs  to  be  borne  by  the 
clearing  member  instead  of  the  customer.  Two  typical  letters  received 
by  the  Warehouse  and  Delivery  Committee  from  clearing  members 
asking  for  waiver  of  charges  are  quoted : 

On  December  6th,  at  2 :  59  p.  m.,  we  received  a  notice  of  delivery  of  cotton 
from  [clearing  member]  covering  our  purchase  of  one  December  future  from 
them  for  which  an  order  had  been  entered  at  11 :  24  a.  m.  and  executed  at  2 :  08 
p.  m.  As  our  purchase  of  the  one  December  future  was  a  closing  out  transaction 
for  a  speculative  short  account,  it  was  incumbent  upon  us  to  pass  the  notice  of 
delivery  along  to  the  clearing  house.  This,  we  found,  was  physically  impossible 
in  the  minute  remaining  before  the  expiration  of  the  3 :  00  o'clock  deadline  and, 
as  a  result,  were  compelled  by  the  circumstances  to  stop  the  notice.  We  then 
proceeded  to  re-issue  the  notice  for  a  later  day  delivery  in  order  to  liquidate 
our  customer's  spot  position. 

While  we  realize  this  procedure  is  not  an  unusual  one,  yet  we  find  it  extremely 
difficult  to  explain,  either  by  logic  or  example  elsewhere,  to  a  customer  who  had 
neither  the  previous  knowledge  or  experience.    We,  therefore,  feel  that  in  justice 
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to  the  maintenance  of  our  customer's  good  will,  we  be  granted  permission  to 
waive  the  additional  commissions  of  service  charges  incurred  in  the  handling 
of  the  spot  transactions. 

Also: 

On  June  28th,  we  were  stuck  with  three  notices,  one  for  the  account  of  a 
customer  who  was  long  July  contracts  and  two  for  the  account  of  a  customer 
who  had  been  short  of  Julys,  the  latter  having  covered  some  of  their  contracts  on 
that  day. 

In  the  case  of  the  long,  we  had  instructions  to  transfer  July  to  December 
when  tendered.  At  2 :  58  p.  m.  on  June  28th  we  received  a  notice  whereupon 
we  sold  100  bales  of  July  and  bought  100  bales  of  December,  but  we  did  not  have 
time  to  pass  the  notice  along  before  3  :  00  p.  m. 

In  the  receiving  and  redelivering  of  this  contract,  our  client,  a  firm  holding 
membership  in  the  Exchange,  incurred  the  following  charges  : 

Storage .88 

Commission  receiving  and  redelivering  94  bales  at  25  cents  a  bale 23.  50 

82  lbs.  excess  weight  received  at  2,284  and  redelivered  at  2,273 .  09 

Difference  on  invoice  after  review .  07 


24.54 


No  cost  was  incurred  for  reviewing  grades  as  the  contract  was  already  under 
review  when  it  was.  delivered  to  us. 

In  the  case  of  the  short,  a  corporation  enjoying  corporation  privileges  of  the 
Exchange  they  covered  certain  short  commitments  in  July  on  June  28th  against 
which  we  received  notices  at  various  times.  In  the  case  of  the  two  last  notices, 
we  of  course  passed  them  along  to  the  Clearing  House  where  they  were  returned 
to  our  messenger,  but  we  did  not  get  them  back  in  our  office  until  after  three 
o'clock  when  it  was  too  late  to  apply  them  against  long  contracts  which  we  were 
carrying,  hence  we  considered  that  they  were  to  be  applied  to  the  account  of  the 
short  who  covered  trades. 

In  connection  with  receiving  and  redelivering  these  two  contracts  the  following 
charges  were  incurred : 

Storage 1.72 

Commission  receiving  and  redelivering  188  bales  at  25  cents  a  bale 47. 

Cost  of  reviewing  one  contract  (the  other  contract  was  under  review  when 

we  received  it) 27.90 

111  pounds  over  contract  weight  received  at  2,284  and  redelivered  at  2,273__       .  13 

76.75 

If  it  is  consistent  with  the  policy  of  your  committee  to  permit  carrying  firms 
to  absorb  charges  in  cases  where  clients  are  stuck  with  notices,  we  hereby 
apply  for  your  approval  to  enable  us  to  do  so  in  these  cases.  We  appreciate  the 
fact  that  this  request  is  being  made  belatedly,  but  nevertheless  we  would  like 
to  give  our  client  this  benefit  if  we  may  do  so. 

An  example  of  a  letter  employed  by  the  Warehouse  and  Delivery 
Committee  in  reply  to  such  requests  from  clearing  members,  when  ap- 
proved, is  quoted  below7 : 

Your  letter  of  September  28th,  citing  the  circumstances  attending  the  stopping 
of  a  transferable  notice  on  September  27th  and  requesting  permission  to  waive 
Rule  3.05  fees,  was  considered  at  a  meeting  of  the  Warehouse  and  Delivery 
Committee  held  yesterday. 

It  was  the  opinion  of  the  Committee,  that  in  view  of  the  circumstances  sur- 
rounding the  particular  case  in  question,  the  charges  applicable  under  Rule  3.05 
of  the  By-Laws  and  Rules  and  all  other  costs  which  may  accrue  in  the  acceptance 
and  retender  of  the  contract,  may  be  waived. 

The  above  opinion  of  the  Committee  is  not  to  be  construed  as  a  precedent  for  the 
settlement  of  future  questions  of  this  nature,  arising  under  Rule  3.05,  as  permis- 
sion to  waive  charges  in  this  connection  must  in  all  cases  be  sought  through  the 
Warehouse  and  Delivery  Committee. 
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There  are  many  exhibits  in  the  records  of  the  New  York  Cotton  Ex- 
change similar  to  those  quoted.  The  Warehouse  and  Delivery  Com- 
mittee reported  to  the  Commodity  Exchange  Authority  that  in  less 
than  2  years  (December  1943  to  October  1945)  there  were  44  instances 
where  charges  were  waived  for  clearing  firms  "stuck'-  with  notices. 

The  New  Orleans  Cotton  Exchange  for  a  time  utilized  a  novel 
procedure  for  the  purpose  of  relieving  clearing  members  from  being 
"stuck"  with  a  notice.6  In  place  of  the  clearing  member,  the  New  Or- 
leans Cotton  Exchange  Clearing  Association  has  taken  over  the  stop- 
ping of  notices  at  the  close  of  the  trading  day  in  those  instances  where 
a  clearing  member  is  "stuck"  under  the  conditions  that  have  been  de- 
scribed. The  clearing  association  reissues  this  notice  the  next  notice 
day  to  longs  of  record.  All  costs  of  delivery  including  insurance,  stor- 
age, loss  in  weight,  loss  resulting  from  subsequent  rejections  or  changes 
in  class,  and  loss  resulting  from  changing  differences,  are  absorbed  by 
the  clearing  association,  except  where  they  may  be  reimbursed  by  re- 
course to  the  tenderer.  The  practical  application  of  this  method  is 
that  the  costs  are  apportioned  between  the  membership  and  not  ab- 
sorbed by  a  single  member.  This  plan  was  adopted  because  of  the 
inequitable  situation  of  a  member  being  "stuck"  with  a  notice  through 
no  fault  of  his  own.  The  plan  does  not  remedy  the  basic  cause  of  firms 
being  "stuck"  with  notices,  since  this  arises  because  of  the  transfer 
provision  of  notices. 

CLEARING  HOUSE  RECORDS  NOT  CURRENT 

(3)  The  transfer  provision  of  a  notice  does  not  permit  the  clearing 
association  to  keep  current  with  trading  in  connection  with  transfers 
of  notices.— The  clearing  association  of  the  New  York  Cotton  Ex- 
change assigns  notices  to  longs  upon  its  records  based  upon  their  posi- 
tions as  of  the  previous  day's  close.  The  clearing  association  cannot 
tell  during  a  current  trading  day,  whether  a  long  of  the  previous  close 
has  retained  his  long  position  or  made  a  liquidating  sale.  This  is  be- 
cause notices  are  transferred  from  clearing  member  to  clearing  member 
as  a  result  of  liquidating  sales  of  long  positions,  and  in  such  cases 
notices  are  not  returned  to  the  clearing  association.  Nor  do  longs 
ordinarily  report  liquidating  sales  in  the  maturing  future  to  the  clear- 
ing association  until  the  close  of  the  current  day. 

The  clearing  association  is  thus  in  the  position  of  assigning  notices 
during  a  current  day's  trading  to  longs  who  have  liquidated  their  posi- 
tions. This  permits  a  wide  interval  between  the  liquidating  sale  of  a 
long  position  and  the  transfer  of  a  notice  assigned  by  the  clearing 
association  against  this  liquidated  long  position.  For  example,  a  long 
may  receive  a  notice  at  2  :  45  p.  m.  from  the  clearing  association  against 
a  long  position  that  he  had  liquidated  at  10:  15  a.  m.  If  he  does  not 
have  time  to  transfer  the  notice  before  the  close  of  the  trading  session, 
he  is  "stuck"  with  the  notice. 

Only  on  the  last  trading  day  of  the  maturing  future  is  the  clearing 
association  kept  current  with  the  trading.  On  this  day  all  sales  in  the 
expiring  future  must  be  reported  immediately  to  the  clearing  associa- 
tion, together  with  the  names  of  the  buyers. 


6  This  was  rescinded  on  June  10, 1948.    See  new  procedure,  addendum  p.  17. 
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NOTICE  TRANSFERS  AND  PRICE  FLUCTUATIONS 

(4)  Traders  remaining  in  an  expiring  future,  ivhose  intent  is  to 
■avoid  the  receipt  of  cotton  in  settlement  of  their  contracts,  at  times 
cause  erratic  price  fluctuations  in  a  maturing  future. — There  are  vari- 
ous factors  influencing  traders,  who  do  not  intend  to  settle  their  con- 
tracts by  taking  delivery,  to  retain  futures  positions  in  an  expiring 
future  during  the  delivery  period.  When  notices  are  issued,  which 
means  that  shorts  are  settling  their  contracts  by  the  delivery  of  cotton, 
the  efforts  of  traders  to  liquidate  their  long  positions  in  order  to  avoid 
the  stopping  of  notices  and  the  subsequent  receipt  of  cotton,  at  times 
results  in  erratic  price  movements  of  the  maturing  future.  There  are 
various  aspects  of  this  problem  which  are  directly  attributable  to  the 
transfer  feature  of  cotton  delivery  notices. 

NOTICE  TRANSFERS  AND  TRADING  IN  THE 
DELIVERY  PERIOD 

The  total  number  of  notices  issued  over  a  10-year  period,  as  well  as 
the  resulting  transfers  of  these  notices,  are  shown  in  table  1.  There 
were  9,479  notices  issued  in  this  period,  and  the  total  number  of  trans- 
fers amounted  to  8,929. 

From  the  figures  cited  above,  it  will  be  seen  that  the  number  of 
futures  contracts  liquidated  in  connection  with  notice  transfers 
amounted  to  8,929  contracts,  or  892.900  bales,  indicating  that  there 
were  a  large  number  of  contracts  liquidated  because  traders  wished  to 
avoid  stopping  notices.  In  a  large  number  of  futures  shown  in  the 
table,  notices  transferred  exceeded  the  contracts  settled  by  delivery. 
The  figures  indicate  that  there  were  many  traders  who  carried  posi- 
tions into  the  delivery  period,  but  who  did  not  want  to  take  delivery 
of  cotton.  It  can  be  concluded  from  this  fact  that  the  probability 
of  avoiding  delivery  by  reason  of  the  transfer  provision  of  a  notice 
is  a  major  factor  in  inducing  traders  to  retain  their  positions  in  the 
•expiring  future  during  the  delivery  month. 

RESTRICTED  ORDERS  AND  THEIR  EFFECTS 

In  examining  orders  placed  by  traders  with  long  positions  in  a 
maturing  future,  it  has  been  found  that  many  of  these  orders  are  of 
a  restricted  type.     Examples  of  such  orders  are  as  follows : 

a.  Sell  one  May  when  necessary  to  avoid  tender. 
6.  Sell  to  avoid  tender. 

c.  Sell  on  receipt  of  tender. 

d.  Sell  on  tender. 

There  are  many  variations  in  the  language  of  such  orders  but  their 
aim  is  to  avoid  stopping  a  transferable  notice. 

There  are  various  reasons  why  traders  wish  to  avoid  stopping  notices 
and  the  subsequent  receipt  of  cotton.  The  more  important  of  these  is 
that  many  traders  do  not  have  the  ''know-how"  to  merchandise  cotton 
that  may" be  tendered  them.  Also  in  stopping  a  notice  and  receiving 
deliverv  there  are  additional  costs  incurred,  consisting  of  service 
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charges,  storage,  insurance  and  interest  and  other  risks  incident  to 
the  delivery  process.  These  costs  exceed  the  cost  of  liquidating  a  long 
contract  by  a  sale. 

By  means  of  restricted  orders,  traders  are  usually  able  to  guard 
against  stopping  notices.  It  follows  that  restricted  orders  of  the  type 
illustrated  would  not  exist  without  the  transfer  provision  of  a  notice. 
It  is  the  transfer  provision  which  induces  traders  to  remain  in  a 
maturing  future  despite  the  threat  of  notices.  They  will  remain  in 
the  market  until  the  very  instant  notices  are  issued  to  them,  because 
it  gives  them  the  maximum  utilization  of  time  in  which  a  profit  may 
be  realized. 

Such  traders,  however,  have  found  that  although  restricted  orders 
may  protect  them  from  stopping  notices,  the  execution  of  such  orders 
within  a  limited  space  of  time  may  necessitate  a  considerable  price 
concession.  Severe  breaks  in  prices  have  occurred  because  brokers 
holding  restricted  orders  have  hesitated  to  execute  them  before  notices 
were  received. 

As  the  final  minutes  of  trading  approach,  if  no  notices  are  received, 
the  broker  must  hastily  execute  these  orders  as  "market"  orders.  If 
they  were  left  unexecuted,  delivery  would  result  against  the  unliqui- 
dated long  positions.  Forced  selling  under  such  circumstances  has 
been  the  cause  of  erratic  price  movements  in  an  expiring  future,  with- 
out accompanying  price  changes  in  other  futures. 

For  example,  on  March  17,  1939,  the  last  trading  day  of  the  1939 
March  future,  the  price  of  this  future  fell  57  points,  or  $2.85  a  bale,  in 
the  last  5  minutes  of  trading,  without  equivalent  price  changes  in  the 
deferred  futures  or  in  spot  cotton. 

Investigation  of  this  price  break  disclosed  that  several  traders  had 
given  restricted  orders  against  their  long  positions  for  the  purpose  of 
avoiding  delivery  notices.  As  no  notices  materialized  during  the 
latter  part  of  the  trading  session,7  the  restricted  orders  could  not  be 
executed  because  of  the  contingency  placed  upon  them,  namely,  the 
receipt  of  the  notice.  Consequently,  at  the  last  minute,  so  to  speak, 
brokers  were  forced  to  liquidate  hurriedly  because  trading  was  com- 
ing to  an  end.  These  brokers  then  found  as  they  tried  to  liquidate 
that  they  could  do  so  only  at  a  wide  discount  under  prevailing  prices. 
As  a  consequence,  the  market  broke  57  points  before  support  came 
in  the  form  of  new  buyers  willing  to  take  these  liquidating  sales  at 
a  discount. 

WHY  NOTICE  TRANSFERS  MAY  DEPRESS  PRICES 

A  large  number  of  transfers  may  have  a  direct  effect  upon  the  price 
of  the  expiring  future.  Hurried  selling  by  longs  for  the  purpose  of 
transferring  notices  which  they  have  received  can  produce  erratic 
pries  movements  in  the  maturing  future  as  compared  with  other 
futures  and  with  spot  cotton. 

As  previously  indicated,  of  the  9,479  notices  issued  during  the 
10-year  period  covered  by  the  table,  5,937  were  stopped  without  trans- 

7  Notices  were  actually  issued  in  the  half-hour  after  trading  ceased  in  the 
maturing  future  (12  noon  to  12  :  30  p.  m.),  under  provisions  of  the  exchange  rules. 
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ier,  while  the  remaining  3,542  were  transferred  a  total  of  8,929  times. 
As  every  transfer  must  be  preceded  by  a  sale  it  follows  that  such  trad- 
ing will  affect  prices  but,  of  course,  the  extent  of  such  price  effect 
varies  with  market  conditions. 

The  extent  to  which  the  price  of  a  maturing  future  may  decline  in 
relation  to  more  deferred  futures  is  governed  by  the  amount  of  support 
this  decline  attracts.  Buying  support  usually  appears  if  the  price 
drops  to  a  point  where  a  merchandising  profit  (carrying  charges)  can 
be  realized  by  buying  the  maturing  future  and  taking  delivery  while 
selling  a  deferred  future.  When  such  support  is  slow  to  appear  the 
price  of  the  maturing  future  may  break  abruptly,  as  illustrated  by  the 
57-point  break  in  the  1939  March  future. 

It  is  generally  recognized  in  the  cotton  trade  that  the  continued 
circulation  of  notices  may  be  a  depressing  factor.  This  trade  view  is 
supported  by  the  results  of  a  sample  of  25  notice  days  on  which  trans- 
fers were  substantial  in  number  and  were  larger  than  the  number  of 
notices  issued.  On  a  majority  of  these  days  there  were  wider  fluctua- 
tions in  the  price  of  the  maturing  future  than  in  the  price  of  the  next 
succeeding  future  or  in  the  price  of  spot  cotton. 

TRANSFER  FEATURE  INDUCES  PATTERNS  OF 
TRADING 

In  a  maturing  future,  the  presence  of  traders  who  are  not  likely  to 
take  delivery  complicates  the  orderly  liquidation  of  the  future. 

As  indicated  above,  a  large  number  of  transfers  tends  to  accentuate 
price  fluctuations.  Also,  restricted  orders  of  longs  create  price  dis- 
turbances, especially  when  such  orders  must  be  executed  at  the  market 
because  anticipated  notices  do  not  materialize.  In  these  cases,  the 
price  of  the  maturing  future  tends  to  decline  in  relation  to  the  deferred 
futures. 

In  some  situations,  where  it  is  expected  that  shorts  will  be  forced 
to  cover,  since  notices  are  not  issued  early  in  the  delivery  period,  the 
transfer  feature  is  an  additional  factor  encouraging  longs  to  retain 
their  positions.  If  notices  should  be  issued,  the  longs  know  they  can 
transfer  the  notices  to  avoid  taking  delivery.  If  notices  do  not  ma- 
terialize, the  longs  know  that  the  shorts  will  have  to  cover,  and  in 
such  cases  the  price  of  the  maturing  future  tends  to  advance  in  relation 
to  deferred  futures. 

Because  of  the  transfer  feature,  a  certain  pattern  of  action  by  longs 
occurs  time  after  time:  longs  hold  their  positions  into  the  delivery 
period ;  notices  are  issued ;  longs  hurry  to  transfer  the  notices  to  avoid 
delivery.  The  expectation  that  longs  will  follow  such  a  pattern  is  an 
invitation  to  traders  short  of  the  market  to  profit  by  using  the  delivery 
process  to  force  liquidation  by  longs. 

The  delivery  period  should  be  used  for  the  orderly  settlement  of 
contracts  in  a  maturing  future.  It  should  not  be  used  either  by  longs 
or  shorts  to  maneuver  for  price  advantage,  The  transfer  feature  of 
the  notice,  however,  lends  itself  to  just  such  maneuvers. 
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SHOULD  THE  TRANSFER  OF  DELIVERY  NOTICES 
BE  PROHIBITED? 

Much  of  the  risk  of  erratic  prices  in  expiring  cotton  futures  would 
he  avoided,  it  is  believed,  if  the  transfer  provision  of  delivery  notices 
was  eliminated.  All  notices  would  be  issued  before  the  opening  of 
the  market  and  assigned  by  the  clearing  association  direct  to  longs 
of  record  based  on  the  previous  day's  close,  without  the  right  of  trans- 
fer. If  the  cotton  described  in  the  notice  did  not  suit  the  needs  of 
the  person  receiving  it  either  because  of  class  or  location,  he  could 
make  a  futures  sale  and  tender  the  cotton  against  it. 

By  doing  away  with  the  transfer  provision  of  delivery  notices,  most 
of  the  difficulties  surrounding  notice-transfers  discussed  in  the  preced- 
ing paragraphs  would  be  eliminated.  Traders  would  not  be  "stuck" 
with  notices.  In  assigning  notices,  the  clearing  association  would  at 
all  times  be  current  with  trading.  Traders,  long  in  maturing  futures 
during  the  delivery  period,  would  always  know  that  delivery  would 
be  made  directly  to  them.  Under  such  conditions,  it  is  believed 
traders  not  in  a  position  to  receive  delivery  of  cotton  would  liquidate 
their  positions  before  the  delivery  period,  and,  to  that  extent,  eliminate 
from  the  market  the  type  of  trading  that  endangers  the  orderly  expira- 
tion of  a  future.  The  adoption  of  nontransferable  notices  would 
also  put  an  end  to  the  frequent  criticism  that  the  markets,  by  permitting 
the  circulation  of  notices,  expose  themselves  to  the  questionable 
practice  of  traders  stopping  their  own  notices  on  the  same  trading 

In  some  discussions  of  this  subject,  the  view  has  been  expressed 
that  the  transfer  provision  of  notices  allows  traders  greater  flexibility 
of  action,  and  that  without  such  provision  there  might  be  a  hurried 
exit  of  traders  just  prior  to  the  first  notice  day,  and  that  this  might 
have  a  serious  effect  on  prices.  It  is  doubtful,  however,  whether  the 
exit  prior  to  first  notice  day,  in  the  absence  of  the  transfer  provision, 
would  be  any  more  frenzied  than  the  liquidation  caused  by  the  issuance 
and  transfer  of  a  large  number  of  notices  on  first  notice  day.  More- 
over, in  the  first  instance,  a  trader  may  control  the  time  of  his  sale, 
while  in  the  latter  he  cannot  exercise  such  control,  since  the  sale  is 
dependent  on  the  time  of  receipt  of  the  notice.  Liquidation  controlled 
as  to  time  by  individual  traders  should  tend  to  be  spread  over  a  longer 
period  in  contrast  to  the  concentrated  liquidation  in  a  market  with 
outstanding  restricted  orders  when  large  numbers  of  notices  are  issued 
in  the  delivery  period. 


ADDENDUM 

Since  this  paper  was  written,  the  New  Orleans  Cotton  Exchange 
Clearing  Association,  as  of  June  11,  1948,  adopted  a  resolution  which 
remedied  in  part  the  imperfections  discussed  in  this  paper.  Under 
this  resolution  traders  should  no  longer  be  "stuck*'  with  a  notice,  and 
the  clearing  association  should  be  kept  current  with  trading  in  con- 
nection with  notice  transfers.    The  resolution  reads  as  follows : 

RESOLVED,  That  effective  on  and  after  June  24,  1948,  all  transferable 
notices  which  may  be  received  by  brokers  from  time  to  time  on  any  notice  day 
shall  either  be  stopped  by  such  brokers  or  passed  back  to  the  Clearing  Association 
on  sales  in  accordance  with  the  rules  covering  such  procedure.  The  passing  of 
notices  direct  between  brokers  as  is  sometimes  now  the  custom  shall  be  dis- 
continued. During  trading  hours  on  all  notice  days,  when  notices  are  circulating, 
selling  brokers  shall  keep  the  Clearing  Association  advised  of  all  sales  in  the 
current  month,  stating  the  name  of  the  broker  with  which  the  transaction  is 
made,  in  the  same  way  as  is  now  the  custom  on  last  notice  day.  Immediately 
upon  notices  being  stopped  the  brokers  shall  be  notified  from  the  rostrum  of  the 
Exchange. 
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APPENDIX 

Excerpts  from  the  by-laws  and  rules  of  the  New  York  Cotton  Ex- 
change relating  specifically  to  the  transfer  of  a  notice  of  delivery  are 
quoted  below : 

Section  4.03  (4)  When  notices  are  received  from  the  New  York  Cotton  Ex- 
change Clearing  Assn.,  Inc.,  they  may  be  stopped  only  for  an  account  previously 
long,  or  can  be  passed  only  against  a  current  day's  sale  for  such  an  account. 

(5)  When  notices  are  received  against  a  current  day's  purchase,  they  may 
be  applied  only  against  the  account  for  which  such  purchase  was  made. 

(6)  Such  notice,  if  issued  and  tendered  to  a  member  of  the  Exchange  as 
herein  provided,  shall  be  accepted  by  him  against  any  contract  to  which  it 
properly  applies,  for  future  delivery  of  cotton  for  the  delivery  month  therein 
named.  Each  acceptor  of  a  notice  shall  endorse  thereon  the  time  he  receives 
It  and  may  transfer  it  against  any  outstanding  sale  to  which  it  properly  applies. 

(7)  Any  acceptor  of  a  notice  received  by  him  not  later  than  nine  fifty-nine 
o'clock  A.  M.  shall  have  until  eleven  o'clock  A.  M.  in  which  to  transfer  it.  Any 
acceptor  of  a  notice  received  by  him  later  than  nine  fifty-nine  o'clock  A.  M. 
but  prior  to  eleven  o'clock  A.  M.  shall  have  not  more  than  one  hour  in  which 
to  transfer  the  same  but  the  transfer  of  such  notice  shall  be  made  not  later 
than  eleven-thirty  o'clock  A.  M.  In  every  other  case  an  acceptor  shall  have 
one-half  hour  after  the  time  of  receipt  of  said  notice  in  which  to  transfer  the 
same.  It  is  provided  that  the  time  limits  hereinbefore  specified  shall  not  apply 
to  the  New  York  Cotton  Exchange  Clearing  Association,  Inc.  An  exception 
to  this  procedure  shall  be  made  on  the  days  when  the  United  States  Government 
publishes  cotton  reports  prior  to  the  regular  hour  for  closing  the  Exchange, 
and  there  is  a  temporary  cessation  of  trading  by  resolution  of  the  Board  of 
Managers.  Calculation  of  the  time  allowed  for  transfers  shall  not  include  any 
part  of  this  period  of  cessation.  Any  party,  except  the  New  York  Cotton  Ex- 
change Clearing  Association,  Inc.,  who  fails  to  forward  such  notice  within 
the  allotted  time  may  have  the  notice  returned  to  him  at  the  option  of  the 
party  with  whom  the  notice  lodges  at  the  close  of  the  day. 

******* 
(9)  All  transfers  must  be  made  within  Exchange  hours,  except  that  transfers 
of  a  notice  issued  on  the  last  notice  day  of  the  month,  may  be  made  until  the 
interest  in  such  month  is  liquidated  but  not  later  than  midnight  of  the  day  of 
issue.  The  New  York  Cotton  Exchange  Clearing  Association,  Inc.,  shall  return 
to  the  last  acceptor  thereof  any  notice  which  has  not  been  forwarded  at  the  close 
of  the  Exchange  on  the  day  of  issue  or  by  midnight  on  the  last  notice  day  of 
the  month.  Any  member  receiving  a  notice  forwarded  by  the  New  York  Cotton 
Exchange  Clearing  Association,  Inc.,  during  the  hours  it  is  permissible  for 
such  notice  to  circulate  must  accept  it  regardless  of  the  period  of  time  such 
notice  may  have  been  held  by  the  New  York  Cotton  Exchange  Clearing  Associa- 
tion, Inc.  Members  having  contracts  open  in  the  delivery  month  must  keep  their 
offices  open  for  the  purpose  of  receiving  such  notices  or  of  completing  such 
deliveries.  Should  the  office  of  a  party  to  whom  a  notice  is  to  be  given  be  closed, 
it  shall  be  good  service  to  give  the  notice  to  the  Secretary  of  the  Exchange, 
who  shall  endorse  thereon  the  day  and  time  of  its  receipt  and  post  notice 
thereof  on  the  bulletin  of  the  Exchange. 
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Rule  3.05  (1) 

In  addition  to  the  commission  for  buying  or  for  selling  cotton  for  delivery  on 
future  contract,  the  following  service  charges  shall  be  the  minimum  chargeable 
on  certificated  cotton  or  on  cotton  to  be  certificated : 

(A)  Financing 15c  per  bale. 

(B)  Submitting  for  certification  or  shipping 10c  per  bale. 

(C)  Issuing  a  notice  and/or  making  a  delivery 15c  per  bale. 

(D)  Issuing  a  notice  if  the  complete  preparation  of  the 

specific  notice  issued  and  the  actual  delivery  are 
performed  by  a  principal  who  maintains  an  office 
in  New  York $5.00  per  notice. 

(E)  Stopping  a  notice  and/or  receiving  a  delivery 15c  per  bale. 

(F)  Stopping  a  notice  if  the  actual  delivery  is  taken  care 

of  by  a  principal  who  maintains  an  office  in  New 

York $5.00  per  notice. 

(G)  Receiving    and    redelivering    (including   handling    of 

notices)  : 

(a)  In  the  same  form  as  received 25c  per  bale. 

(b)  Not  in  the  same  form  as  received 30c  per  bale. 

(2)  The  above  mentioned  charges  shall  be  net  and  absorption  of  any  part  of 
them  is  a  violation  of  this  Rule. 

(3)  The  Warehouse  and  Delivery  Committee  shall  interpret  or  construe  this 
rule  and  decide  all  questions  that  may  arise  hereunder. 
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